University of Mississippi

eGrove
Guides, Handbooks and Manuals

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1952

Business and public opinion [pattern speech]
American Institute of Accountants

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_guides
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Accountants, "Business and public opinion [pattern speech]" (1952). Guides,
Handbooks and Manuals. 504.
https://egrove.olemiss.edu/aicpa_guides/504

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Guides, Handbooks and Manuals by
an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.

Note: This speech has been prepared for delivery before civic, business
and professional groups, such as Chambers of Commerce, Rotary Clubs,
business women’s clubs, etc. It may be given as written, or adapted in
whole or part for any particular occasion.

BUSINESS AND PUBLIC OPINION
Mr. Chairman, etc.During the last few years a good many businessmen have been
waking up to the fact that failure of the public right here in the
United States to understand how business operates can be a serious threat
to our American economic system.
For example, a number of surveys have indicated that the man
in the street has some fantastically wrong ideas about business profits.
In one of these studies in which people were asked, "Out of every dollar
which large business companies take in, about how many cents do you
think they keep as clear profit?" —

two-thirds of the answers were

more than 10 cents, and one half of those interviewed said more than
30 cents!
A- few businessmen might say they only wish that the public
were right, and that profits really were that high, but this sort of
ignorance is nothing to joke about.

It means not only that a lot of

employees have exaggerated ideas about the wages business can afford to
pay, but also that consumers think business could charge lower prices,
and politicians think business can well afford to pay heavy taxes.
While these utterly mistaken notions about profits may be the
most immediately important evidence of public ignorance about business,
they are by no means the only ones.

We all know that we live in a

capitalistic economy, but there are an amazing number of people who
have practically no idea of the significance of capital in the processes
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of production and distribution.
Recently, national organizations and individual companies
have devoted increasing attention to explaining the facts of business
life to the general public.

This is all to the good, but these efforts

are not yet as successful as they should be.
In my opinion, too much of this propaganda for American
business tries to do a selling job without giving any real explanation
or enlightenment.

We are told over and over again that the American

system has produced the highest standard of living in the world.

We

are not told often enough why and how the system operates to produce
the highest standard of living.
I do not think it is enough to brag about our past accom
plishments.

I think that every American should know and understand at

least a few basic facts and figures about business.

Otherwise, a lot

of people will be easy marks for the first demagogue who comes along
when the going gets a little tough.
If people do not understand the function of capital in busi
ness and if a majority of them think, most businesses are making 20 per
cent or more profit, it is not enough just to talk about the high
standard of living.

It is time to set them right on the facts and

give them explanations they can understand.
One reason for this lack of public understanding of the
operations of our business economy is the long period of years during
the 19th Century when most businessmen felt sincerely that what they did
was none of the public’s business.

Some of them didn’t even provide

information for people who had invested in their companies.
For example, in 1866, soon after the New York Stock Exchange
was organized, a letter was sent to all listed companies asking what
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reports they made to their stockholders.
railroad* —

wrote back:

-3One company —

"We don’t make any reports."

an important
And many of the

others indicated that their reports were very sketchy.
As a certified public accountant, I naturally have a special
interest in the gradual change-over from this attitude of concealment
to the modern belief that it is sound business to keep the public in
formed.

This change-over corresponds rather closely to the development

and growth of public accounting in the United States.
One of the first developments in the direction of providing
more financial information about business came from the desire of
English investors to know more about the American companies into which
they were putting a lot of money during the latter part of the 19th
Century.

At that time, as you know, the United States was heavily

engaged in importing capital instead of exporting it, and some of the
Europeans who furnished the bulk of this foreign capital felt that they
were entitled to know what was being done with their money.
As a result, a considerable number of English and Scottish
chartered accountants —
accountants —

the forerunners of our certified public

came to this country in the 1880’s and 1890 ’s to make

investigations for the benefit of European investors.

Some of them

stayed here to found American public accounting firms and they cooperated
with Americans in the same field to establish public accountancy as a
profession.
In those early days, however, we were still a long way from
wide-spread dissemination of financial facts.

It is reported that in

many cases when an audit was made the auditors came in secretly, during
the evening and on Sunday, because it was feared people would think
there must be something wrong with the company if the proprietors felt
*Delaware. Lackawanna and Western
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that an audit was necessary.
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financial statements was very slow in getting started.
Even as late as the 1920’s the attitude of some corporations
toward their stockholders and the public seemed to be, "treat ’em rough,
and tell them as little as possible."

But today almost every big

corporation devotes a great deal of time and effort to presenting an
informative annual report which will tell the stockholders about the
company’s business in clear and simple terms.

Many corporations send

the same report or similar reports to their employees, and quite a
number pay for newspaper advertisements to tell the public about the
dollars which the corporation takes in, and how these dollars are dis
tributed in taxes, wages, payments for materials, other expenses -and dividends.

The least o f these, as you probably know, but many

people don’t, is dividends.
To my mind, this increasing emphasis on giving information to
the public is one of the best proofs that our American system is not
static; it is growing and developing with the times.

It was not until

1900 that the New York Stock Exchange first requested all companies
applying for listing to issue a yearly statement.

And it is just in the

last decade that we have seen a tremendous acceleration of the trend
toward better and more easily understandable annual reports.
still going on.

It is

Seventy-one per cent of those who replied to a

questionnaire sent out by Financial World to one thousand corporations
said that they were planning further improvements in their reports.
Of course, business is still competitive, and we do not expect
every manufacturer or store owner to tell his rivals exactly what he
pays for each of his products, nor his margin of profit item by item.
However, we do see a steadily growing number of annual reports which
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contain statements somewhat as follows:
Last year we took in................ .
.$10,000,000
We paid in federal, state and
local taxes............................... 1,000,000
We paid in wages and salaries................ 6,000,000
We paid for materials we bought and
for facilities used in production........ .2,250,000
We paid in dividends to owners of
the business.......... ................500,000
We retained to build up the business......... ..250,000
Now, there are two very important questions about the
publication of information of this kind.
public believes it.

The first is whether the

The second is whether the public understands it.

There is still some skepticism about corporation financial
statements, but I believe it is diminishing.

Most of this skepticism,

I suspect, is a hangover from the business failures of the 1930’s
when there were a few widely publicized cases of dishonest reporting
by corporation managements.

I think there is very little, if any,

deliberate dishonesty today, but when public confidence is shaken, it
returns rather slowly.
The thing most needed for wider public confidence is covered
in my second point: public understanding.

And that is not so easy to

achieve, because Americans are very poorly educated in the subject of
business figures.
Let’s go back to profits for an illustration.

As I said, a

majority of the public believe that business profits are much higher
than they actually are.

More than that, I doubt if many people really

know what profit is or how it is calculated.
The question in the survey to which I referred at the
beginning of this talk was phrased very carefully.

Let me repeat it:

"Out of every dollar which large business companies take in, about how
many cents do you think they keep as clear profit?".
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After this question had been answered the same people were
asked how high they thought business profits ought to be.

The first

question, as I told you, revealed the interesting fact that the average
American thinks business profits are at least two or three times as
much as they actually are.

The second question revealed something

which is perhaps even more surprising:

The average American also

thinks that a fair profit for business is considerably higher than
the actual average for our large corporations has ever been in modern
times.
This leads to two important observations.

First, business

has not yet succeeded in getting over to the public even the most
elementary facts of business life.

Second, instead of minimizing

profits and trying to persuade people that they are so small as to be
unimportant, business might be better advised to cultivate a better
public understanding of the essential function which profits perform
in our American economic system.
The economist, Peter Drucker, made a very interesting comment
on this subject not long ago.

He said that even though employees may

be wrong in the actual figures which they use in estimating business
profit, they are fundamentally right in emphasizing the importance of
profits.

And he added that if a majority of the people ever became

firmly convinced that profits are so small as to be unimportant, they
would quite naturally ask what reason there is to preserve the profit
system.
Now all of this is very interesting as a study of what
people think, but when you stop to analyze the problem it should quick
ly become apparent that the relative size of business profits, particu
larly in relation to dollars of sales, is not a very significant
question.
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For example, a grocery store which turns over its merchandise
several times a year can do very well on a small margin of profit for
each item.

A furniture store which must keep expensive stocks on hand,

and has a relatively low rate of turnover, must have a much higher margin
of profit per item if it is to stay in business.

In actual figures, a

50 per cent mark-up or even more in a furniture store may be perfectly
reasonable, whereas a 25 per cent mark-up may be exorbitant for some
kinds of food.
As you know, the mark-up or percentage of profit per dollar
of sales is only one way of calculating profits, and it is often the
least significant way.

In many cases, it is much fairer and more

informative to figure profits in relation to the amount of capital
invested.

But of course, that is more difficult to calculate and it

is much harder to explain to the average citizen.

Let me give you

another illustration.
Suppose that there are two makers of mechanized widgets who
do about the same volume of business.

One of them buys three parts

from three suppliers and puts them together in a small assembly plant.
He has a relatively low capital investment and he can do very well for
himself on a small profit margin.

The other manufacturer has a large

factory in which he makes all of the parts himself.

He has a heavy

capital investment and his profit on each item must be considerably
greater than the first manufacturer if he is to come out with the same
percentage of return.
Of course, this does not mean that Manufacturer B has to sell
his product for a higher price than Manufacturer A.

It only means that

in the case of the man who has the assembly plant a considerable part of
the return on capital investment has already been taken by the suppliers
who sell him his parts.
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What I have been trying to show by this illustration is
simply that even in the same line of business the profit figures for
two different companies cannot be fairly compared without a full
examination of all the facts and circumstances.
One of the basic functions of accounting is to assemble and
present financial facts in such a way that they can be understood and
evaluated.

However —

and this is one of the things which accountants

are forever trying to explain —

it is simply not possible to reduce

the figures for a hundred different companies to a common denominator
which will enable any layman to compare them at a glance.

I wish that

it were possible and I can assure you that the certified public
accountants of the United States have devoted a tremendous amount of
time and thought to the problem of making business figures easier to
understand.

There comes a time, however, when we cannot help feeling

that the burden should not be entirely on our side.

In a democratic

free-enterprise system it seems to us not too much to ask that the
citizens of the best educated country in the world ought to know a
few elementary financial facts about business.
Frankly, I think that the average high school student in
the United States knows more about nuclear physics and the atomic
bomb than he knows about the investment of capital in business, or the
meaning of a corporation’s financial statement.
I am even sure that less than one in ten of the many millions
of Americans who hold common stock in our corporations can make an
intelligent appraisal of the annual reports which they receive every
year from the companies in which they have invested their money.
Of course, we now try to protect them in spite of themselves
from their own ignorance.

Under the Securities and Exchange Act every
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corporation listed on a major stock exchange must have its books
audited by an independent public accountant.
do the same thing voluntarily.

Many other corporations

This independent audit does give

assurance that the figures are a fair presentation of financial results
of operations.

Even at this point, however, I often wonder how many

stockholders look carefully enough at the annual reports they receive
to see whether the certified public accountant who has made the audit
and expressed his written opinion of the financial statement has given
his unqualified approval, or has indicated that the statement should
be taken with some reservations.

A couple of years ago the auditors

for one of our largest corporations stated specifically that they did
not think the financial statements were prepared in accordance with
generally accepted accounting principles.

I am happy to say that

the corporation, whose officers did have an honest difference of
opinion with the auditors, later reconsidered their action, and the
next year they went back to a method of accounting which the auditors
could approve without qualification.

But I cannot help wondering

how many of the stockholders ever knew the difference.
An even more striking illustration o f public ignorance or
apathy was the case of the Tucker corporation.

The fact is that before

any Tucker stock was put on the market the corporation, in accordance
with SEC regulations, published a prospectus which should have warned
any investor with half an eye that the financial structure of the
company was dubious, to say the least.

But the public went right

ahead and bought the stock anyway.
Unfortunately, many people believe that the opinion of an
independent auditor and the OK of the Securities and Exchange Commission
on a stock listing constitute a guarantee that the stock will be worth
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what they pay for it.

Of course, this is not the case.

If you stop

to think about it for a moment you will realize that no one can with
certainty predict or guarantee how well a company is going to do in
the future.

All that the law requires, and all that an independent

auditor can provide, is assurance that the company’s financial
statements are a fair presentation of the financial condition at the
time the statement is made.

It is up to the prospective investor to

make up his own mind whether, on the basis of the facts disclosed, the
investment is good or bad.
I suppose some people might derive comfort from the fact that
investors today have so much confidence in American business management
and in the auditors who examine financial statements that they don’t
think it necessary to check up even on their own investments.
Personally, I don’t find this comforting at all, because it is part
of a general financial ignorance which can prove exceedingly dangerous
when anything goes wrong.

It is actually dangerous even in times of

prosperity because today, in one of the great boom periods of American
history, there is a shortage of venture capital —

many corporations

have felt it necessary to resort to borrowing from commercial banks
when it would be much sounder from the standpoint of the company and
the economy as a whole to issue common stock.

If our economic system

is to go ahead on a sound basis, we need a much more widespread
knowledge of the way it operates, particularly as we encourage a more
extensive participation in business investment by all segments of the
population.

We need to be sure that they will understand the signifi

cance of investment to continuing prosperity, and also to make sure
that they will know enough to invest wisely and thus maintain their
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confidence in the business system.

I believe that all of us have a

serious responsibility to broaden our knowledge of the financial
aspects of business, and to spread this knowledge as widely as possible
We have two big jobs ahead of us if we are to protect the
American economic system.
does have the facts.

The first is to make sure that the public

On this we have made enormous progress.

second is to make sure that people understand the facts.
still have a long way to go.
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